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Maricopa County

Internal Audit Department

To: Stephen L. Wetzel, Chief Information Officer
From: Ross Tate, County Auditor %
Subject: Audit of Cox Communications Franchise Fees

Date: September 4, 2009

We have completed our franchise fee review of Coxcom, Inc. dba Cox
Communications of Arizona (Cox). Our objective was to determine if cable franchise
fees were paid in accordance with Maricopa County Ordinance No. 15 and the two
licensing agreements in effect during our audit period of January 1, 2005 through
December 31, 2008. Compliance with other contract provisions was outside the scope
of our review.

Summary

We have determined that Cox underreported gross revenues by an estimated $3.8 million
during calendar years 2005 — 2008 for subscribers located in unincorporated Maricopa
County. As aresult, $190,581 is due the County, as itemized below. We recommend that
the Office of Enterprise Technology (OET) collect the amount due and arrange for
franchise fee audits at reasonable intervals in future years.

Description 5% Franchise
Fee Due
Subscribers in Unincorporated Areas Miscoded (Franchise Code Errors) $184,231
Revenue Accounts Excluded from Gross Revenues 6,350
Total Due to Maricopa County $190,581

Subscribers in Unincorporated Areas Miscoded (Franchise Code Errors)

In order to determine the propriety of franchise codes assigned to subscribers, we
plotted subscriber addresses on a map using GIS software for a point in time. We
identified 1,819 subscribers in the unincorporated areas that were miscoded, for an
error rate of 4.06%.

We applied this error rate to the actual number of subscribers reported for each quarter
to estimate the total number of subscribers miscoded during the audit period. We also
determined the average revenue per subscriber per quarter. The average revenue per
subscriber was multiplied by the estimated number of miscoded subscribers for each
quarter to determine unreported gross revenues. Based on this analysis, underreported



gross revenue totaled approximately $3,684,621 during the audit period. Unpaid
franchise fees on this amount total $184,231.

Revenue Accounts Excluded from Gross Revenues

We reviewed revenue reports provided by Cox to determine if gross revenues were
reported in accordance with the agreement. The definition of gross revenues was
revised at the last renewal in April 2007, as shown in Exhibit A. We identified the
following exceptions:

Description Amount Excluded 5% Franchise Fee Due
Maintenance Income (2005 - 2007) $ 21,160 $1,058
Other Operating Revenue (2005 - 2007) 15,420 771
Collections Expense (2005 - 2007) 39,575 1,979
Estimates for 2008 50,854 2,542
Total $127,009 $6,350

Other exclusions:

Maintenance Income — There were several quarters where Cox excluded a portion of
this revenue account from gross income without a reasonable explanation; the amount
shown above does not include 2008.

Other Operating Revenue — Cox began excluding this item in the 2™ quarter of 2007;
the amount shown above does not include 2008.

Collections Expense — Cox reports that this is a “contra-expense” account, not a
revenue account; the amount shown above does not include 2008.

Estimates for 2008 — For 2005 — 2007, revenue reports showed (a) Total Gross
Revenues; and (b) Total Franchise Revenues (amount used by Cox to determine
franchise fee payment). This detail allowed us to easily identify revenues excluded by
Cox. However, in 2008, Cox switched to a new billing system. Because of changes in
the reporting format, “Total Gross Revenues” was omitted from the reports. We were
able to determine the amount of franchise fees excluded. We used the error rate for
2Q2007 — 4Q2007 to estimate underpayments for 2008.

Recommendations
The Office of Enterprise Technology should:
A. Collect the amount due from Cox Communications.

B. Arrange for franchise fee audits to be conducted at reasonable intervals in future
years.
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Auditing Standards

We conducted this performance audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our
audit objectives.

If you have any questions, please contact Richard Chard, Deputy County Auditor, at
506-7539.

C: Board of Supervisors
David Smith, County Manager
Sandy Wilson, Deputy County Manger
Tom Crosby, OET Wireless Systems Manager
John Ahl, OET Administrator

County Attorney / Civil Division
222 N. Central Ave., Suite 1100
Phoenix, AZ 85004

Daniel Pottenger, Manager, Tax
Cox Communications

1550 W. Deer Valley Road
Phoenix, AZ 85027
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EXHIBIT A

DEFINITION OF GROSS REVENUES

The following definition of gross revenues was in effect from: December 1, 1991 — April 9, 2007

“Gross Revenues” shall mean all revenues, cash, credits, property or any kind or nature, or other
consideration, received directly or indirectly by the Licenseeg, its affiliates, subsidiaries, parent or any
other person, firm or corporation in which the Licensee has a financial interest or which has a financial
interest in the Licensee, arising from or attributable to the Licensee’s operation of its cable system within
the County, including, but not limited to:

(A) Revenue from all charges for services provided to Subscribers;
(B) Revenue from all charges for the insertion of commercial advertising upon the cable system;
(C) Revenue from all charges for the leased use of studios;

(D) Revenue from all charges for the installation, removal, connection and reinstatement of equipment
necessary for a Subscriber to receive cable service and for any equipment sold or leased to a
subscriber to receive cable service;

(E) Revenue from the sale, exchange, use or cablecast of any programming developed for community
use or institutional users;

(F) Revenue for the carriage or cablecast of leased access programming on the cable system;
(G) And any other income derived from the cable system.

“Gross Revenues” shall not include taxes collected by Licensee on behalf of any government exclusive
of the Licensee Fee required by Section 14 hereof; any increase in the value of any stock, security or
asset; the value of complimentary service provided to Licensee’s employees and as required by the
Cable Ordinance or this License Agreement; dividends or other distributions made in respect to any stock
or securities; value received by a Licensee (or any of its affiliates, subsidiaries or parent) through
cooperative advertising.

The following definition of gross revenues became effective at the last renewal on April 10, 2007:

“Gross Revenues” mean all cash, credits, property or any kind or nature, or other consideration,
less related bad debts, received directly or indirectly by Licensee, its affiliates, subsidiaries, parent or
any other person, firm or corporation in which Licensee has a financial interest or which has a
financial interest in Licensee, derived from the Licensee’s operation of its Cable System within the
County to provide cable services within the county, including, all revenues from:

(A) All charges for cable services provided to Subscribers;

(B) All charges to the customer for the installation, removal, connection and reinstatement of
equipment necessary for a customer to receive cable services

(C) Any other income derived from the Cable System including, forfeited deposits recovered, sale or

rental by Licensee to customer of equipment for the provision of Cable Services, late charges,
interest income, sale of program guides and all other receipts from the customer.
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“Gross Revenue” shall not include revenue from:

(D) Any charges for the insertion by Licensee of Commercial Advertising upon the cable system;
(E) Any charges for the use or lease of studio facilities of the cable system;

(F) Any charges for the use of leased access channels or bandwidth;

(G) The production for transmission over the cable system of video programming by licensee,
including programming produced by its mobile facilities;

(H) The sale, exchange, use or cablecast of any programming by Licensee within the County;

() Revenues received from programmers of Home Shopping services for sales to Licensee’s
customers’

(J) Launch fees or marketing expense reimbursements paid by programmers; and
License fees, taxes or other fees or charges that Licensee collects and pays to any Governmental

Authority; any increase in the value of any stock, security or asset; or any dividends or other
distributions made in respect to any stock or security.
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OFFICE of ENTERPRISE TECHNOLOGY
AUDIT RESPONSE
CABLE FRANCHISE FEES

August 25, 2009

Issue:

Cox Communications of Arizona (Cox) underreported gross revenues by an estimated $3.8
million during calendar years 2005 — 2008 for subscribers located in unincorporated
Maricopa County. As a result, $190,581 is due the County.

Recommendation A:
The Office of Enterprise Technology (OET) should collect the amount due from Cox
Communications.

Response: Concur —in process. OET will submit a claim to Cox Communications for the
amount identified by audit in accordance with license agreement terms.

Target Completion Date: 9/30/09

Benefits/Costs: This will provide the County with additional revenue of $190,581.

Recommendation B:
OET should arrange for franchise fees audits at regular intervals.

Response: Concur —in process. OET will establish procedures to ensure all franchise fee
agreements are reviewed periodically to ensure that all franchise fees related to
unincorporated licensed areas are properly paid.

Target Completion Date: 12/31/09

Benefits/Costs: Periodic franchise agreement audits will ensure that franchisees are
accountable to the County and citizens. In addition, this will potentially increase franchise
revenues for future years.

Approved By : %&W ?A /0 ?

Stepheﬁ L. Wetzel, Chief Information Officer Date

0 e

David R. Smith, County Manager Date
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